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and real estate investment trusts on or after the date
of the enactment of this Act [Dec. 18, 2015].”

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to taxable
years of foreign corporations beginning after Dec. 31,
2004, and to taxable years of United States shareholders
with or within which such taxable years of foreign cor-
porations end, see section 413(d)(1) of Pub. L. 108-357,
set out as an Effective and Termination Dates of 2004
Amendments note under section 1 of this title.

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-239 effective, except as
otherwise provided, as if included in the provision of
the Technical and Miscellaneous Revenue Act of 1988,
Pub. L. 100-647, to which such amendment relates, see
section 7817 of Pub. L. 101-239, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Pub. L. 100-647, title I, §1012(bb)(9)(B), Nov. 10, 1988,
102 Stat. 3537, provided that: “The amendment made by
subparagraph (A) [amending this section] shall apply as
if included in the provision of the Tax Reform Act of
1984 [Pub. L. 98-369, div. A] to which it relates.”

Amendment by sections 1006(e)(16) and 1012(7)(2), (3) of
Pub. L. 100-647 effective, except as otherwise provided,
as if included in the provision of the Tax Reform Act
of 1986, Pub. L. 99-514, to which such amendment re-
lates, see section 1019(a) of Pub. L. 100-647, set out as a
note under section 1 of this title.

EFFECTIVE DATE OF 1987 AMENDMENT

Amendment by Pub. L. 100-203 applicable to dividends
received or accrued after Dec. 31, 1987, in taxable years
ending after such date, see section 10221(e)(1) of Pub. L.
100203, set out as a note under section 243 of this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Pub. L. 99-514, title XII, §1226(c)(1), Oct. 22, 1986, 100
Stat. 25660, provided that: ‘“The amendment made by
subsection (a) [amending this section] shall apply to
distributions out of earnings and profits for taxable
years beginning after December 31, 1986.”

Amendment by section 1876(d)(1), (j) of Pub. L. 99-514
effective, except as otherwise provided, as if included in
the provisions of the Tax Reform Act of 1984, Pub. L.
98-369, div. A, to which such amendment relates, see
section 1881 of Pub. L. 99-514, set out as a note under
section 48 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Pub. L. 98-369, div. A, title VIII, §805(a), July 18, 1984,
98 Stat. 1000, as amended by Pub. L. 99-514, §2, title
XVIII, §1876(1), (0), (p)(4), Oct. 22, 1986, 100 Stat. 2095,
2900-2902, provided that:

“(1) IN GENERAL.—Except as provided in this sub-
section, the amendments made by this title [enacting
sections 921 to 927 of this title, amending this section
and sections 246, 274, 275, 441, 901, 904, 906, 934, 936, 951,
956, 992, 993, 995, 996, 999, 1248, 6011, 6072, 6501, 6686, and
7651 of this title, and enacting provisions set out as
notes under sections 921 and 991 of this title] shall
apply to transactions after December 31, 1984, in tax-
able years ending after such date.

‘“(2) SPECIAL RULE FOR CERTAIN CONTRACTS.—To the
extent provided in regulations prescribed by the Sec-
retary of the Treasury or his delegate, any event or ac-
tivity required to occur or required to be performed, be-
fore January 1, 1985, by section 924(c) or (d) or 925(c) of
the Internal Revenue Code of 1986 [formerly I.R.C. 1954]
shall be treated as meeting the requirements of such
section if such event or activity is with respect to—

‘“(A) any lease of more than 3 years duration which

was entered into before January 1, 1985,

‘(B) any contract with respect to which the tax-
payer uses the completed contract method of ac-
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counting which was entered into before January 1,
1985, or

‘“(C) in the case of any contract other than a lease
or contract described in subparagraph (A) or (B), any

contract which was entered into before January 1,

1985; except that this subparagraph shall only apply

to the first 3 taxable years of the FSC ending after

January 1, 1985, or such later taxable years as the

Secretary of the Treasury or his delegate may pre-

scribe.

‘(3) SECTION 801(d)(10).—The amendment made by sec-
tion 801(d)(10) [amending section 996 of this title] shall
apply to distributions on or after June 22, 1984.

‘“(4) SECTION 803.—The amendments made by section
803 [amending section 441 of this title] shall apply to
taxable years beginning after December 31, 1984.”’

EFFECTIVE DATE OF 1966 AMENDMENT

Amendment by Pub. L. 89-809 applicable with respect
to taxable years beginning after Dec. 31, 1966, see sec-
tion 104(n) of Pub. L. 89-809, set out as a note under sec-
tion 11 of this title.

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-834 applicable to distribu-
tions made after Dec. 31, 1962, see section 5(d) of Pub.
L. 87-834, set out as a note under section 301 of this
title.

CONSTRUCTION OF 2015 AMENDMENT

Pub. L. 114-113, div. Q, title III, §326(c), Dec. 18, 2015,
129 Stat. 3104, provided that: ‘‘Nothing contained in this
section [amending this section and enacting provisions
set out as a note above] or the amendments made by
this section shall be construed to create any inference
with respect to the proper treatment under section 245
of the Internal Revenue Code of 1986 of dividends re-
ceived from regulated investment companies or real es-
tate investment trusts before the date of the enact-
ment of this Act [Dec. 18, 2015].”

DIVIDENDS RECEIVED OR ACCRUED DURING 1987

Pub. L. 100-647, title I, §1006(b)(1), Nov. 10, 1988, 102
Stat. 3393, provided that: ‘““In the case of dividends re-
ceived or accrued during 1987—

‘“(A) subparagraph (B) of section 245(c)(1) of the 1986
Code shall be applied by substituting ‘80 percent’ for
the percentage specified therein, and

‘(B) subparagraph (B) of section 861(a)(2) of the 1986
Code shall be applied by substituting ‘19%oeths’ for the
fraction specified therein.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§245A. Deduction for foreign source-portion of
dividends received by domestic corporations
from specified 10-percent owned foreign cor-
porations

(a) In general

In the case of any dividend received from a
specified 10-percent owned foreign corporation
by a domestic corporation which is a United
States shareholder with respect to such foreign
corporation, there shall be allowed as a deduc-
tion an amount equal to the foreign-source por-
tion of such dividend.

(b) Specified 10-percent owned foreign corpora-
tion

For purposes of this section—
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(1) In general

The term ‘‘specified 10-percent owned for-
eign corporation” means any foreign corpora-
tion with respect to which any domestic cor-
poration is a United States shareholder with
respect to such corporation.

(2) Exclusion of passive foreign investment
companies

Such term shall not include any corporation
which is a passive foreign investment com-
pany (as defined in section 1297) with respect
to the shareholder and which is not a con-
trolled foreign corporation.

(¢) Foreign-source portion

For purposes of this section—
(1) In general

The foreign-source portion of any dividend
from a specified 10-percent owned foreign cor-
poration is an amount which bears the same
ratio to such dividend as—

(A) the undistributed foreign earnings of
the specified 10-percent owned foreign cor-
poration, bears to

(B) the total undistributed earnings of
such foreign corporation.

(2) Undistributed earnings

The term ‘‘undistributed earnings’® means
the amount of the earnings and profits of the
specified 10-percent owned foreign corporation
(computed in accordance with sections 964(a)
and 986)—

(A) as of the close of the taxable year of
the specified 10-percent owned foreign cor-
poration in which the dividend is distrib-
uted, and

(B) without diminution by reason of divi-
dends distributed during such taxable year.

(3) Undistributed foreign earnings

The term ‘‘undistributed foreign earnings’
means the portion of the undistributed earn-
ings which is attributable to neither—

(A) income described in subparagraph (A)
of section 245(a)(5), nor
(B) dividends described in subparagraph
(B) of such section (determined without re-
gard to section 245(a)(12)).
(d) Disallowance of foreign tax credit, etc.
(1) In general

No credit shall be allowed under section 901
for any taxes paid or accrued (or treated as
paid or accrued) with respect to any dividend
for which a deduction is allowed under this
section.

(2) Denial of deduction

No deduction shall be allowed under this
chapter for any tax for which credit is not al-
lowable under section 901 by reason of para-
graph (1) (determined by treating the taxpayer
as having elected the benefits of subpart A of
part III of subchapter N).

(e) Special rules for hybrid dividends
(1) In general

Subsection (a) shall not apply to any divi-
dend received by a United States shareholder
from a controlled foreign corporation if the
dividend is a hybrid dividend.
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(2) Hybrid dividends of tiered corporations

If a controlled foreign corporation with re-
spect to which a domestic corporation is a
United States shareholder receives a hybrid
dividend from any other controlled foreign
corporation with respect to which such domes-
tic corporation is also a United States share-
holder, then, notwithstanding any other provi-
sion of this title—

(A) the hybrid dividend shall be treated for
purposes of section 951(a)(1)(A) as subpart F
income of the receiving controlled foreign
corporation for the taxable year of the con-
trolled foreign corporation in which the divi-
dend was received, and

(B) the United States shareholder shall in-
clude in gross income an amount equal to
the shareholder’s pro rata share (determined
in the same manner as under section
951(a)(2)) of the subpart F income described
in subparagraph (A).

(3) Denial of foreign tax credit, etc.

The rules of subsection (d) shall apply to any
hybrid dividend received by, or any amount in-
cluded under paragraph (2) in the gross income
of, a United States shareholder.

(4) Hybrid dividend

The term ‘‘hybrid dividend”’ means an
amount received from a controlled foreign cor-
poration—

(A) for which a deduction would be allowed
under subsection (a) but for this subsection,
and

(B) for which the controlled foreign cor-
poration received a deduction (or other tax
benefit) with respect to any income, war
profits, or excess profits taxes imposed by
any foreign country or possession of the
United States.

(f) Special rule for purging distributions of pas-
sive foreign investment companies

Any amount which is treated as a dividend
under section 1291(d)(2)(B) shall not be treated
as a dividend for purposes of this section.

(g) Regulations

The Secretary shall prescribe such regulations
or other guidance as may be necessary or appro-
priate to carry out the provisions of this sec-
tion, including regulations for the treatment of
United States shareholders owning stock of a
specified 10 percent! owned foreign corporation
through a partnership.

(Added Pub. L. 115-97, title I, §14101(a), Dec. 22,
2017, 131 Stat. 2189.)

EFFECTIVE DATE

Pub. L. 115-97, title I, §14101(f), Dec. 22, 2017, 131 Stat.
2192, provided that: ‘“The amendments made by this
section [enacting this section and amending sections
246, 904, 951, 957, and 1059 of this title] shall apply to dis-
tributions made after (and, in the case of the amend-
ments made by subsection (d) [amending section 904 of
this title], deductions with respect to taxable years
ending after) December 31, 2017.”

180 in original. Probably should be ‘‘10-percent’’.
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§246. Rules applying to deductions for dividends
received

(a) Deduction not allowed for dividends from
certain corporations

(1) In general

The deductions allowed by sections 2431 245,
and 245A shall not apply to any dividend from
a corporation which, for the taxable year of
the corporation in which the distribution is
made, or for the next preceding taxable year of
the corporation, is a corporation exempt from
tax under section 501 (relating to certain char-
itable, etc., organizations) or section 521 (re-
lating to farmers’ cooperative associations).
(2) Subsection not to apply to certain divi-

dends of Federal Home Loan Banks

(A) Dividends out of current earnings and

profits

In the case of any dividend paid by any
FHLB out of earnings and profits of the
FHLB for the taxable year in which such
dividend was paid, paragraph (1) shall not
apply to that portion of such dividend which
bears the same ratio to the total dividend
as—

(i) the dividends received by the FHLB
from the FHLMC during such taxable year,
bears to

(ii) the total earnings and profits of the
FHLB for such taxable year.

(B) Dividends out of accumulated earnings
and profits

In the case of any dividend which is paid
out of any accumulated earnings and profits
of any FHLB, paragraph (1) shall not apply
to that portion of the dividend which bears
the same ratio to the total dividend as—

(i) the amount of dividends received by
such FHLB from the FHLMC which are out
of earnings and profits of the FHLMC—

(I) for taxable years ending after De-
cember 31, 1984, and

(IT) which were not previously treated
as distributed under subparagraph (A) or
this subparagraph, bears to

(ii) the total accumulated earnings and
profits of the FHLB as of the time such
dividend is paid.

For purposes of clause (ii), the accumulated
earnings and profits of the FHLB as of Janu-
ary 1, 1985, shall be treated as equal to its re-
tained earnings as of such date.

(C) Coordination with section 243

To the extent that paragraph (1) does not
apply to any dividend by reason of subpara-
graph (A) or (B) of this paragraph, the re-
quirement contained in section 243(a) that
the corporation paying the dividend be sub-
ject to taxation under this chapter shall not
apply.

(D) Definitions
For purposes of this paragraph—
(i) FHLB
The term “FHLB” means any Federal
Home Loan Bank.

180 in original. Probably should be followed by a comma.
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(ii) FHLMC

The term “FHLMC” means the Federal
Home Loan Mortgage Corporation.

(iii) Taxable year of FHLB

The taxable year of an FHLB shall, ex-
cept as provided in regulations prescribed
by the Secretary, be treated as the cal-
endar year.

(iv) Earnings and profits

The earnings and profits of any FHLB
for any taxable year shall be treated as
equal to the sum of—

(I) any dividends received by the FHLB
from the FHLMC during such taxable
year, and

(IT) the total earnings and profits (de-
termined without regard to dividends de-
scribed in subclause (I)) of the FHLB as
reported in its annual financial state-
ment prepared in accordance with sec-
tion 20 of the Federal Home Loan Bank
Act (12 U.S.C. 1440).

(b) Limitation on aggregate amount of deduc-

tions
(1) General rule

Except as provided in paragraph (2), the ag-
gregate amount of the deductions allowed by
section 243(a)(1), subsection? (a) and? (b) of
section 245, and section 250 shall not exceed
the percentage determined under paragraph (3)
of the taxable income computed without re-
gard to the deductions allowed by sections 172,
199A, 243(a)(1), subsection? (a) and? (b) of sec-
tion 245, and 250, without regard to any adjust-
ment under section 1059, and without regard to
any capital loss carryback to the taxable year
under section 1212(a)(1).

(2) Effect of net operating loss

Paragraph (1) shall not apply for any taxable
year for which there is a net operating loss (as
determined under section 172).

(3) Special rules

The provisions of paragraph (1) shall be ap-
plied—

(A) first separately with respect to divi-
dends from 20-percent owned corporations
(as defined in section 243(c)(2)) and the per-
centage determined under this paragraph
shall be 65 percent, and

(B) then separately with respect to divi-
dends not from 20-percent owned corpora-
tions and the percentage determined under
this paragraph shall be 50 percent and the
taxable income shall be reduced by the ag-
gregate amount of dividends from 20-percent
owned corporations (as so defined).

(c) Exclusion of certain dividends

(1) In general

No deduction shall be allowed under section
2431 245, or 245A, in respect of any dividend on
any share of stock—

(A) which is held by the taxpayer for 45
days or less during the 91-day period begin-
ning on the date which is 45 days before the

280 in original.
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